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MEMORANDUM FOR: Director of Date Processing

FROM :
Chief. Information Services Group
Do
SUBJBCT ¢ Comments on Draft Gui&elinés for Application
: of OMB Circular A-76 to Agency ADP
Requirenments
REFERENCE : ODP 1684-76, 27 August 1976, Subject :

Guidelines for Application of OMB Circular
A-76 to Government ADP Requirements '

1. There is a strong feeling among those who provide
ADP services to the components of the DDO that, 4if implemented
as proposed in the draft guidelines of 10 August 1876, OMB
Circular A-76 would effectively force the Operations Directorate
to abandon any significant use of automatic data processing
techniques and to return to the record-keeping methods of the
last century. That may seem a dramatically intemperate state-
ment but it sums up the principal comment we wish to make in
response to your memorandum.

2. We do, as you know, make extensive use of STAT

contractor personnel to help us in the development and refine-
ment of the sophisticated indexing systems now in use in
support of the Directorate's collection and counterintelligence
efforts. Our contracts, however, have one major characteristic
which seems to be absent from the kind of ADP service envisaged
in A-76; the contract support is provided for Agency-owned,
Agency-situated, and Agency-manned computer activities and

the Agency has absolute control over the information contained
in computer programs and data banks. Thexe is no way - and

I underscore no way -~ that the Director's responsibility for
the protection of sources and methods could be honored if

the ADP applications of this Divrectorate were farmed out to
commercial ADP service organizations. It is absolutely essential
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that those individuals who do work with us on contract be as.
carcfully cleared as any staff person and it is equally imperative
that the substantive data which is stored in the computers be
controlied by Agency personnel.

3. We strongly urge that the Agency's opposition to
the applications of this circular in the Intelligence Community
be stated in the strongest possible terms and that the
support of the IC Staff be solicited so that a joint position
with the rest of the Intelligence Community can be presented
to OMB. Our objections should be based upon the following
provisions of A-76:

a. Fara 5.a. - Procurement of ADF services
from commercial sources would totally disrupt the
Agency's program; the measures we would have to take
to protect sensitive sources and methods information
would so hamstring us that we would effectively deny
ourselves the efficiencies of the ADP applications
; for which we were contracting. Even if it were possible
| to develop a working relationship with a given contractor,
the open bidding implicit in A-76 would raise the specter of
periodic losses of continuity as new contractors with
lower bids supplant those who have become familiar with
Our programs.

b Para 5.c. -~ It is difficult to conceive of
completely satisfactory arrangements with commercial
sources which would ensure timely, responsive service of the
kind we need in this organization. Alse, there would be no
way to protect ocurseclves from interruptions in service
brought about by external circumstances such as labor
disputes. One remembers the delay in the installation
of CDS caused by the strike last year of the sheet metal
workers who were installing equipment for the 0ffice of
Communications. As important as timeliness is the
flexibility achieved under present arrangeoments which
| ensure easy, classification-protected access to ADP
; _ resources at initial planning stages of new projects.

c. Para 5.e. - Procurement from a commercial

| source would be incredibly more costly, again due to the
; , arrangements we would have to make to protect sensitive
| : information. The real cost, however, would be in the
effective denial of the convenience of ADP support to
individuals who would guickly abandon their reliance

e 2
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upon the efficiencies of ADP and return to more cumber-
seme and costly methods of record keeping rather than
go through the difficult rigamarole of separating
sensitive information from that which might be shared
with outside contractors.

4, We might also drav upon the spirit of the provision
in paragraph 4.f. which says we should not apply these
provisions when application would be inconsistent with the
terms of any internaticonal agreement. Clearly our standing
agreements with foreign llaison services would preclude our
putting information received from those services in the hands
of non-government ADP facilities.

5. ¥e urge that in the Agency's response we not permit
curselves to be forced into costly and fruitless efforts to
develop cost comparisons when the real reasen for objecting |
to the application of the circular has to do with sources
and methods protection, not with cost. We believe for the
reasons cited above that the cost would indeed be higher but
the cost we are talking about would be difficult to measure.
The simple fact of the matter is that whoever drafted these
guidelines has no appreciation for the nature of ADP as it
is applied in an organization of this kind and in particular
in-an organization like the Operations Directorate. This
erganxzatxoa has no reason to apclogize for the way it
has utilized ADP techniques nor should it counsider itself
vulnerabie because its ADP program has a high price tag.

We have, we believe, received good value for the investment
we have made in many of these programs and we are doing teday
many things which were impossible to attempt before these
sophisticated systenms becane available to us.

6. Executive Order 11905 directs each seanior official
of the Intelligence Community among other things to 'protect
intelligence and intelligence $ources and methods within his
department or agency, comsistent with p011c1es and guidance
of the Director of Central Intelligence™ and it directs the
BCI to "ensure the establishment, by the Intelligence Community,

of common security standards for maﬁaging‘and handling foreign

intelligence ﬁyetem information and products, and for granting
access thereto.” Th@ BCI is also directed to "ensure that
appropriate programs are developed which preperly protect

3
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intelligence sources, methods and analytical procedures." The
Executive Order, dated in February 1876, would seem to provide
a perfectly adequate charter for taking a stand, a very strong
stand, against the application by OMB of a 1866 circular to the
aensltive ADP programs on which the Intelligence Community so
depends and the protectlon of which must be just as carefully
watched by the BCI as is the protection of an individual document
containing sensitive sources and methods infoxrmation. .

4
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MEMORANDUM FOR: DDI ADP Control Officer
DDO ADP Control Officer
DDS&T ADP Control Officer

FROM . Clifford D. May, Jr.
Director of Data Processing o
SUBJECT . Guidelines for Application of OMB Circular

A-76 to Government ADP Requirements

_ 1. - The Agency has received a draft of subject guide-
lines and action to develop a response has been delegated to
the Office of Data Processing. You are requested to furnish
such comments as you feel are appropriate to include in the

Agency's response to by 7 Septem-
ber 1976.
2. To facilitate your review and comment, we have at-

tached two sets of the following information:
Tab A - Highlights of OMB Circular A-76 and OBM's
: Draft Memorandum of Transmittal to OMB
Circular No. A-76, dated 10 August 1976

Tab B - OMB Memorandum of 10 August 1976 and
Attachment

Tab C - Transmittal Memorandum No. 1 to OMB R
Circular A-76, Revised, and Attachments

Clifford D. May, Jr.z _ '

Atts

cc: A/EXO/DDA

/OL
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27 August 1976
| ODP

Highlights'of'OMB Circular A-76 and OMB's Draft Memorandum

- of Transmittal to OMB Circular No. A-76, dated 10 August 1976

Background

Circular A-76 was issued in March 1%{%.

It establishes a policy for the Government to obtain
services from private suppliers rather than to provide
services to itself.

There is virtually no limit to the range of services--
from a government guard to, presumably, medical services,
training services, complex technological projects, etc. -

ADP service is included.

The policy has met with very limited success, particularly
in complex data processing services. These services have
continued to grow in the Federal Government. : _ -

Renting or buying equipment and having private contractors
operate the equipment is not considered responsive to the
policy. The policy suggests that the Government only have
enough technicians to establish the service requirements
and to monitor the performance of the contractor. The type
of equipment or programs for providing the service are con-
SLdered beyond the purview of the Government.

Contracts for ADP services are not to be used to escape
ceilings on personnel. The clear implication is that
present ceilings will be reduced as contractlng out is
accomplished.

Exceptions to the policy are allowed, if fully reviewed
and documented, for such situations as:

° Commercial services would disrupt or delay
accomplishment of mission. The fact that
activities are classified or related to mis-
sion are not adequate reason. for exception

v
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Combat support.

No commercial source evailable.

Service is available from another Federal Agency;
Commercial setvice will cost more. (There are
elaborate instructions for making this cost

analysis.)

Current Situation

- The Transmittal Memorandum to Circular No. A-76 provides
specific guidance to step up the action on contracting
for ADP serVices.

- . This guidance requires:
° Revision of Agency instructions and directives 4,
for policy enforcement.

Review of new ADP Service requirements for 5£
compliance.

Preparation and submission to OMB of annual

multi~year ADP plans detailing actions, sched- e
ules, etc., for increasing reliance on private '
sector, : ' :

° ,Development of a program with milestones and - <d

targets for achieving greater reliance on com-
merCial services within 90 days.

° " Full justification and/or detailed cost studies
' for exceptions to contracting out. Cost studies
require competitive bids for all service .require-
ments and would be based on the assumption that
~Agency-owned equipment will be disposed of for
its fair market value. More cost study guidelines
.w1ll be forthcoming from OMB.

A complete review of all on-going ADP activities
by 30 September 1977 to determine if Government
performance of the service is justified and to
develop plans for conversion to commercial ADP
‘services, including plans for displaced personnel.

- The subject of contracting for all services has hit the

- newspapers and government unions are taking issue with
the policy. '

Declassified in Part - Sanitized Copy Approved for Release 2013/07/30 : CIA-RDPO6I\/I070974ROOO100240020-6
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: 2 e ~ EXECUTIVE OFFICE OF THE PRESIDENT
WAy ﬂﬂ/
2] OFFICE OF MANAGEMENT AND BUDGET L
N “ WASHINGTON, D.C. 20503 f
DD/A chistry

OFFICE OF FEDERAL : -
PROCUREMENT POLICY August 10, 1976 76 v2/ )

TO THE HEADS"OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Guldellnes for Application of OMB Circular A-76
' to Government ADP Requirements I

In our efforts to improve the implementation of OMB
Circular A-76, "Policies for Acquiring Commercial or
Industrial Products and Services for Government Use,"

data processing has been identified as an area in which
there is extensive Government involvement in providing a
service that is commercially available. It is also one of
several functional areas in which application of the policy
and requirements of the Circular is difficult, and supple-
mental guidance is needed to facilitate agency implementa-
tion efforts.

Consequently, the attached draft of a Transmittal Memorandum
to Circular A-76 has been prepared, with the assistance of
a small interagency task group, to provide guidelines for
application of this pollcy to Government ADP requirements.
The purpose of this issuance is to move Government practice
toward greater use of commercial ADP services, in lieu of
Government ownership and operation of ADP facilities.

Please review this draft Transmittal Memorandum and give
us your comments and recommendations by Septembex 15, 1976.

)
Ve
,//
"' c/?/ “ "’//
h E. Witt
Admlnlstrator

Attachment
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

CIRCULAR NO. A-76
Transmittal Memorandum ‘'o.

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Government Reliance on Commercial'Services to Meet
Automatic Data Processing Requirements '

1. Purpose. ° This memor andum provides guidance for
executive agenc1es in meeting their requ1rements for general
purpose data processing services in accordance with the
Government's general policy of reliance on the private
sector for its needs, as set forth in Office of Management
and Budget (OMB) Circular No. A-76, Policies for Acquiring
Commercial or Industrial Products and Services for
Government Use. '

2. Authority and chp_ This Transmittal Memorandum is
issued under the authority granted to the Office of Federal
Procurement Policy by Public Law 93-400 to monitor - and
revise "policies, regulations, procedures, and forms
relating to reliance by . the Federal Government on the
private sector to provide needed property and services" (41
U.5.C. 405). It is applicable to all general purpose data
processing activities operated and managed by ‘executive
agencies that provide services that are obtainable from a
- private source, as defined in C1rcular No. A-76. S

- 3. Background. It 1is the 1longstanding policy of the
Federal Government to rely on the private enterprise system
to satisfy its needs for products and .services, except 1in
those specific cases where it is clearly demonstrated to be
in the National interest for an agency to provide a product
or service for its own use. In the area of data processing,
agencies have . generally purchased or leased equipment and
facilities to provide their automatic data processing (ADP).
services. In this approach, the nature and degree of
reliance on the private sector is distinctly different from
acquisition of the needed service directly from a private
source. . ' '

. Declassified in Part - Sanitized Copy Approved for Release 2013/07/30 :'CIA-RDP06I\/I00974R000100240020-6
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" An agency that procures facilities instead of services
generally maintains a staff with the expertise necessary to
perform system design, software development, operation,
maintenance, and logistic support. The service approach,
which shifts the agency role from performance to management
of the AaDP function, does not eliminate the need for in-
house expertise, but establishes it at the 1level necessary
to prepare service performance specifications and to monitor
the performance of commercial services. Under the policy of
Circular No. A-76, direct procurement of services, with all

the associated functions being performed in the private
sector, 1is the preferred alternative for meeting data
processing requirements. '

4. Policy. Consistent with the Government's general policy
of reliance on the private sector, agencies will obtain ADP
services from competitive commercial sources in preference
to direct operation of in-house -'activities, except as
~provided in  paragraph 5 of Circular No. A-76. All
Government ADP activities that meet the Circular No. A&A-76
definition of a commercial or industrial activity are

subject to. the requirements of the Circular, including a

"new start" review for initiation, expansion, upgrade, i
replacement, or modernization. Current agency ADP
operations that cannot be justified under the criteria
specified in Circular No. A-76 and this Transmittal

- Memorandum shall be terminated in a planned and appropriate
manner .
5. Plannlng and Management Guidelines. Each agency will

initiate a positive action. program:to ensure that the policy
and requirements of this Transmittal Memorandum are fully
and effectively implemented. This program will include the
following elements: ‘ ' '

a. PReview (and revision as. necessary) of all agency
instructions and directives related to the acquisition of
ADP support to identify and incorporate Circular No, A-76
requirements with emphasis on the application of this policy
early in the ADP system planning process.:

b. Maximum emphasis on "new starts" to avoid capital
investment and financial commitments for new, expanded, or

modernized facilities for ADP activities that have not been
reviewed and justified under Circular No. A-76. '

(No. Af76)
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c. Preparation of a multiyear plan, to be included in
the Spring ADP Plan -submitted annually to OMB, beginning
with the 1977 submission. This plan should project new and
continuing ADP requirements, and - include a schedule of
actions that will achieve greater reliance on the private
sector for ADP services. Where appropriate, agencies should
set goals . and make use of Management by Objective (MBO)
methodology to increase reliance on the private sector.

d. Development of a program outline for ach1ev1ng
Jreater reliance on commercial services, with milestones and
specific targets where appropriate, for submission to OMB
within ninety days from the date of issuance of .this
Transmittal Memorandum.

6. Acg_lsltlon Guidelines. Agency pollc1es and procedures
for "acquiring ADP hardware, software, and services must
reflect the policy of Circular No. A-76 and provide for the
~efficient - procurement of commercial ADP services. As a

minimum, the following guidelines will be implemented
immediately:

a. Government ADP requ1rements normally will  be
expressed in terms of the services to be performed, rather -
than the equ1oment and software to be “used in ~performing
these services. The statement of requirements should allow
the contractor maximum flexibility in the type of equipment
and personnel used, as long as satisfactory services are
provided.

b. Agency requests to the . General Services
Administration (GSA) for delegation of procurement authority
for acquisition of ADP equivment to be operated by the
agency will include a specific statement indicating that the
proposed acgquisition has been reviewed and approved under:
the provisions 'of Circular No. A-76, or an explanation of"
why the Circular does not apply.

c. Studies to determine whether a commercial or
industrial ADP activity can be justified on the basis of
cost should be limited to situations where there 1is reason
to assume that 1in-house <costs will be significantly less
than competitive commercial prices. When cost studies are
made they will 1include all the cost elements specified in
Circular No. A-76. The cost differential favoring reliance
on commercial sources will reflect the possibility of early
obsolescence and the uncertainty of requirements which are

(No. A-76)
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characteristic of ADP operations. This differential (which
Circular No. A-76 specifies should normally be at least 10%
for any new start) should be established for each cost study
"at a level that is appropriate for the degree of risk and
uncertainty involved in Government operation of that
particular activity. In the case of ADP act1v1t1es, this
dlfferentlal can be substantially more than 10%. -

d. In the preparatlon of a cost comparison, particular
attention must be given to the following areas to ensure an
equitable and accurate result. . i

. (1) Determination of a valid commercial cost figure
presents a serious problem -- generally this requires
solicitation of competitive bids for the required services.
Commercial firms have indicated a ‘'willingness to provide
cost or price- proposals if they are assured that . an
objective cost study will be made. '

‘ (2) The Government and commercial cost estimates
must be based on equivalent services. -

, (3) Fair market value of equipment and facilities _
used in existing Government ADP activities, which would - =
become excess if the service were obtained commercially,

must be - determined and 1ncluded in the study as a cost of
Government performance.

{(4) Determination of the proper residual or salvage
value of equipment that the agency proposes to acqu1re, in
order to ensure the correct depreciation cost in the cost
comparison.

e. More comprehensive guidelines are being developed to
assist agencies in calculating both the Government and.
commercial costs of providing ADP services. In the interim,
guidance available in Circular No. A-76 and this Memorandum
will be used.

7. Termination Guidelines. All agency ADP. activities

should be reviewed by September 30, 1977 to determine
whether Government performance 1is- justified wunder the

exception «criteria of Circular No. A-76. When a Government
commercial or industrial activity is to be terminated or
reduced, the action must be carefully planned to ensure
transition without the- dlsruptlon of vital services. Agency
plannlng should include:

(No. A-76)
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a. All reasonable consideration for Government
employees  displaced by termination or curtailment -of
Government ADP activities, including a phased reduction of
operations to facilitate reassignment and reduction by
attrition.

b. Careful coordination of contract services, including
a period of overlap, when necessary, to avoid disruption of
-the agency mission.

8. Inquiries. Inquiries concerning this  Transmittal
Memorandum may be submitted to the Office of Management and
Budget, Office of Federal Procurement Policy, 726 Jackson

Place, N.W., Washington, D.C. 20503, telephone 395-3327
(IDS Code 103). , . . , o

[

James T. Lynn
Director

(No. A-76)
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EXECUTIVE OFFICE OF THE PRESIDENT
‘5'\ | . : BUREAU OF THE BUDGET |
g ' WASHINGTON, D.C. 20503

August 30, 1967 - ' : CIRCULAR NO. A-76
_ : - ' "Revised

Transmittal-Memorandﬁm No. 1

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Policies for acquiring commercial or industrial products and -
- ' services for Government use - Fa

Transmitted herewith is a revision of Bureau of the Budget Circular A-76
dated March 3, 1966. It is issued to clarify some provisions of the
earlier Circular and to lessen the burden of work by the agencies in
implementing its provisions. A brief summary of the changes is attached.

There is no change 1in the Government's general policy of relying upon
the private enterprise system to supply its needs, except where it is in
the national interest for the Government to provide directly the products
Oz, . 7 and services it uses. '

We intend to keep the provisions of the Circular under continuing review.
We anticipate that further changes will be desirable in light of experience
gained from implementing the Circularts provisions, including the required
reviews of existing Government commercial or industrial activities to be
completed by June 30, 1968, We intend to give special attention to the
adequacy of the guidelines contained in the Circular for such matters as
comparative cost analyses; the circumstances under which cost differentials
in favor of private enterprise are appropriate; and the use of contracts
" involving support services that require minimal capital investment,

We welcome your suggestions.

PHILLIP S. HUGHES
Acting Director

-Attachments

®\ | | | ' | - (Nc;. A-76) -
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EXECUTIVE OFFICE OF THE PRESIDENT .
- _ . BUREAU OF THE BUDGET
w ' _ WASHINGTON, D.C. 20503

August 30, 1967 _ CIRCULAR NO. A-76
: Revised

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS.

SUBJECT: Policies for acquiring commercial or industrial products and
services for Government use

.

l. Purpose, This Circular replaces Bureau of the Budget Circular A-76
issued March 3, 1966. It is issued to clarify some provisions of the
earlier Circular and to lessen the burden of work by the agencies in
implementing its provisions. The basic policies to be applied by
executive agencies in determining whether commercial and industrial
products and services used by the Government are to be provided by
private suppliers or by the Government itself are the same as those cone-
tained in Circular A-76 dated March 3, 1966. :

2, Policz. The guidelines in this Circular are in furtherance of the
Govermment!s general policy of relying on the private enterprise system
to supply its needs.

m In some instances, however, it is in the Qnational ihtrest 'for the Governe

ment to provide directly the products and services it uses, These cir-
. cumstances are set forth in paragraph 5 of this Circular,

No executive agency will initiate a "pew _start! or continue the operation
"of an existing "Government commercial or industrial activity" except as
specifically required by law or as provided in this Circular,

3.. Definitions. '?or purposes of this Circular:

a. A "new start" is a newly established Government commercial or

industrial activity involving additional capital investment of $25,000 or
"more or additional annual costs of production of $50,000 or more. A re-
activation, expansion, modernization or replacement of an activity involving
additional capital investment of $50,000 or more or additional annual

costs of production of $100,000 or more are, for purposes of this Circular,
also regarded as "new starts." Consolidation of two or more activities
without increasing the overall total amount of products or services pro-
vided .is not a "mew start."

b. A Government commercial or industrial activity is one which is
operated and managed by an executive agency and which provides for the
Government?!s own use a product or service that is obtainable from a

n " 3 " (No. A-76) ,.
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9 private sourceé. The term does not include a Government-owned contractor-
? \ operated activity. '

c. A private commercial source is a private business concern which
provides a commercial or industrial product or service required by agencies
and which is located in the United States, its territories and possessions
the District of Columbia, or the Commonwealth of Puerto Rico.

4, Scope. This Circular is applicable to cohmercial and industrial
products and services used by executive agencies, except that it:

a. Will not be used as authority to enter into contracts if such
authority does not otherwise exist nor will it be used to justify departure
from any law or regulation, including regulations of the Civil Service
Commission or other appropriate authority, nor will it be used for the
purpose of avoiding established salary or personnel limitations.

b. Does not alter the existing requiremeht that executive agencies
will perform for themselves those basic functions of management which

they must perform in order to retain essential control over the conduct
of their programs. These fuactions ingclude selection and direction of
Government employees, assignment of organizational responsibilities,

planning of programs, establishment of performance goals and priorities,

‘and evaluation of performance.

c. Does npot.apply.to managerial advisory services such as those normally
! SR A SSs ,

| o !
i % ey e .
@r\ | provided by an office of general counsel, a management and organization staff,

or a systems analysis unit. Advisory assistance in areas such as these may
be provided either by Government staff organizations or from private sources
as deemed appropriate by executive agencies.

d. Does not apply to products or services which are provided to the
public. (But an executive agency which provides a product or service to the
public should apply the provisions of this Circular with respect to any
commercial or industrial products or services which it uses.) ‘

e, Does not apply to products or serviceé”obtained from other Federal
agencies which are authorized or required by law to furnish them.

f. . Should not be applied when its application would be inconsistent
with the terms of any treaty or international agreement,

5., Circumstances under which the Government may provide a commercial or
industrial product or service for its own use, A Government commercial or
jndustrial activity may be authorized only under one or more of the following
conditions: '

. | | | (Noo A~76)
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Q'\ P a. Procurement of a product or service from a commercial source would
\ Y disrupt or materially delay an apency's programs The fact that a commer=-

~ cial or industrial activity is classified or is related to an agency!s basic
program is not an adequate reason for starting or continuing a Government
“sn_-—-.““-”—““““““““““"'“*ﬂvﬁm—ummmwmmw_mm
activity, but a Government agency may provide a product or service for its
own use if a review conducted and documented as provided in paragraph 7

materially delay the successful accomplishment of its program.

b. It is necessary for the Govermment to conduct a commercial or in-

" dustrial activity for purposes of combat support or for individual and unit
retraining of military personnel or to maintain or strengthen mobilization
readiness, Lo L

c. A satisfactory commercial source is not available and gannot be
developed in time to provide a product ox service when it is nceded.
Agencies? efforts to find satisfactory commercial sources should be supple-
mented as appropriate by obtaining assistance from the General Services
and Small Business Administrations or the Business and Defense Services
Administration, Urgency of a requirement is not an adequate reason for
starting or continuing a Government commercial or industrial activity un-

" less there 1is evidence that commercial sources are not able and the Govern~
ment is able to provide a product or service when needed,

ds The product or service is available from another Federal agencye.

Excess property available from other Federal agencies should be used in
@r\’ preference to new procurement as provided by the Federal Property and
Administrative Services Act of 1949, and related regulations. :

Property which has not been reported excess also may be provided
by other Federal agencies and unused plant and production capacity of other
agenciles may be utilized. In such instances, the agency supplying a ’
product or service to another agency is responsible for compliance with
this Circular. The fact that a product or service is being provided to ‘
another agency does not by itself justify a Government commexcial or indus-
|

trial activity.

e. Procurement of the product or service from a commercial source
will result in higher cost to the Government. A Government commercial i
activity may be authorized if a comparative cost analysis prepared as
provided in this Circular indicates that the Government can -provide or is
providing a product or service at a cost lower than if the product or
service were obtained from commercial sources. '

. However, disadvantages of starting or continuing Government
activities must be carefully weighed., Government ownership and operation
of facilities usually involve removal or withholding of property from .

(NO. A-76)
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tax rolls, reduction of revenues from- income and other taxes, and diver-
' " sion of management attention from the Government's primary “program .

n o objectives. Losses also may occur due to such factors as obsolescence of -
plant and equipment and unanticipated reductions in the Goverrment!s re-
quirements for a product or service., Government commercial activities
should not be started or continued for reasons involving comparative
costs unless savings are sufficient to justify the assumption of these
and similar risks and uncertainties.

6. Cost comparisons. A decision to rely upon a Government activity for
reasons involving relative costs must be supported by a comparative cost
analysis which will disclose as accurately as possible the difference
between the cost which the Govermnment is incurring or will incur under
each alternative, P

Commercial sources should be relied upon without incurring the delay
and expense of conducting cost comparison studies for products or services
estimated to cost the Government less than $50,000 per year. However, if
there is reason to believe that inadequate competition or other factors
are causing commercial prices to be unreasonable, a cost comparison study
will be directed by the agency head or by his designee even if it is
estimated that the Government will spend less than $50,000 per year for
the product or service. A Govermment activity should not be authorized
on the basis of such a comparison study, however, unless reasonable efforts
to obtain satisfactory prices from existing commercial sources or to
develop other commercial sources are unsuccessful,

ﬁ' ' Cost comparicon studies also should be made before deciding to rely
upon a commercial source when terms of contracts will cause the Government
"to finance directly or indirectly more than $50,000 for cost of facilities
and equipment to be constructed to Government specifications., Cost compari-
son studies should also be made in other cases if there is reason to believe
that savings can be realized by the Government providing for its own needs.
Such studies will not be made, however, if in-house provision of the product
or service, or commercial procurement thereof, is clearly justified in
accordance with other prov1510ns of this Circular.

The determlnatlon as to whether to purchase or to lease equipment or
to construct buildings or acquire their use under lease-construction arrange-
ments involves a determination of the difference in costs under the alterna-
tives, and the principles set forth in this Circular should be applied to
the extent relevant in making such determinations.

a. Costs of obtaining products or services from commercial sources
should include amounts paid directly to suppliers, transportation charges,
and expenses of preparing bid invitations, evaluating bids, and negotiating,
awarding, and managing contracts. Costs of materials furnished by the
Government to contractors, appropriate charges for Government-owned equ1p-
‘ment and facilities used by contractors and costs due to incentive or

(No., A-76)
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5
(\ ‘ ~ premium provisions in contracts also should be included. If discontinuance
of ’a Government commercial or industrial activity will cause a facility

being retained by the Govermment for mobilization or other reasons to be
placed in a standby status, the costs of preparing and maintaining the
facility as standby also should be included, Similarly, if such a discon-
tinuance 1is expected to result in premature retirement of Govermment
employees which will cause a significant increase in retirement costs to
the Government, such increased cost should be added to the cost of pro-
curement from commercial sources. Costs of obtaining products or services
from commercial sources should be documented and organized for comparison
with costs of obtaining the product or service from a Govermment activity.

b. For purposes of economy and simplicity in makidg cost comparison
studies, generally agreed costs that would tend to be the same under either
alternative need not be measured and included (for example, bid and award
costs and operating costs under lease-purchase alternatives). '

c. Costs of obtaining products or services from Govermment activities
should include all costs which would be incurred if a product or service
were provided by the Government and which would not be incurred if the
product or service were obtained from a commercial source. The objectives
should be to compute, as realistically as possible, the incremental or
additional cost that would be incurred by the Government under the alterna-
tives under consideration. In making such determinations it is important

: - that recognition be given to the full amount of additional or incremental
P direct and indirect cost to be incurred in providing the products or
services required, Under this general principle, the following costs
should be included, considering the circumstances of each case:

\

(1) Personal services and benefits, Include costs of all elements
‘of compensation and allowances for both military and civilian personnel,
including the full cost to the Govermnment of retirement systems, calculated
on a normal cost basis, Social Security taxes where applicable, employees!
insurance, health, and medical plans, (including services available ‘from
- Government military or civilian medical facilities), living allowances,
uniforms, leave, termination and separation allowances, travel and moving
expenses, and claims paid through the Bureau of Employees! Compensation.

(2) Materials, supplies, and utilities services. Include costs
of supplies and materials used in providing a product or service: and costs
of transportation, storage, handling, custody, and protection of property,
and costs of electric power, gas, water, and communications services.

(3) Maintenance and repair. Include costs of maintaining and
repairing structures and equipment which are used in providing a product
or service,

S - (No. A-76)
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(4) Damage or loss of property. Include costs of uninsured

‘r\. losses due to fire or other hazard, costs of insurance premiums and costs
of settling loss and damage claims.

. (5) Federal taxes, Include income and other Federal tax revenues
(except Social Security taxes) received from corporations or other business
entities (but not from individual stockholders) if a product or service is
obtained through commercial channels. Estimates of corporate incomes for
these purposes should be based upon the earnings experience of the industry,
1f available, but if such data are not available, The Quarterly Financial
Report of Manufacturing Corporations, published by the Federal Trade Com-
mission and the Securities and Exchange Commission may be consulted. Assist-
ance of the appropriate Government regulatory agencies may be obtained in '
estimating taxes for regulated industries. )

(6) Depreciation. Compute depreciation as a cost for any new or
additional facilities or equipment which will be required 1f a Govermment
‘activity 1s started or continued. Depreciation will not be allocated' for
facilities and equipment acquired by the Government before the cost compari-
son study 1s started. However, if reliance upon a commercial source will
cause Government -owned equipment or facilities to become available for
other Federal use or for disposal as surplus, the cost comparison analysis
should include as a cost of the Government activity, an appropriate amount
based upon the estimated current market value of such equipment or facili-
ties. The Internal Revenue Service publication, Depreciation Guidelines
and Rules may be used in computing depreciation, However, rates contalned -

@ ‘ in this publication are maximum< to be used only for reference purposes
and only when more specific depreciation data are not available. Accelera-
ted depreciation rates permitted in some instances by the Internal Revenue
Service will not be used. In’computing the depreciation cost of new or
additional facilities or equipment to be acquired if a Government activity
is started or continued and in determining comparative costs under lease-

- purchase alternatives, appropriate recognition should be given to estimated
residual or salvage values of the facilities or equipment,

(7). Interest. Compute interest for any new or additional capital
to be invested based upon the average rate of yield for long-term Treasury
bonds as shown in the current monthly Treasury Bulletin., The method of come
putation should provide for reduction in the capital investment to which
interest is applied over the useful life of the asset on a straight-line
basis. '

(8) 1Indirect costs. Include any additional indirect costs in-
curred resulting from a Govermment activity for such activities as manage -
ment and supervision, budgeting, accounting, personnel, legal and other
applicable services. : . :

| (No, A-76)
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7. Administering the policy.

a. Inventory. Each agency will compile and maintain an i
its commercial or industrial activities hav1ng an annual output of products
or services costing $50,000 or more or a capital investment of §$25,000 or
more, In addition to such general descriptive information as may be ap-
propriate, the inventory should include for each activity the amount of
the Government!s capital investment, the amount paid annually for the

products or services involved, and the basis upon which the activity is

"being continued under the provisions of this Circular. The general de-

scriptive information needed for identifying each activity should have
been included in the inventory by June 30, 1966, Other information needed

‘to complete the inventory should be added as reviews required in paragraphs

7.b. and c. are completed,
b. "New starts."

(1) A "new start" should not be initiated until possibilities of
obtaining the product or service from commercial sources have been explored
and not until it is approved by the agency head or by an assistant secretary
or official of equivalent rank on the basis of factual justification for
establishing the activity under the provisions of this Circular.

(2) 1f statutory authority and funds for construction are required
before a "new start" can be initiated, the actions to be taken under this
Circular should be completed before the agencyt!s budget request is submitted
to the Bureau of the Budget. Instructions concerning data to be submitted
in support of such budget requests will be -included in annual revisions of
Bureau of the Budget Circular No. A-1ll.

(3) A "new start" should not be proposed for reasons involving
comparative costs unless savings are sufficient to outweilgh uncertainties
and risks of unanticipated losses 1nvolved in Government activities.

The amount of savings required as justification for a '"new
start" will vary depending on individual circumstances. Substantial

savings should be required as justification if a large new or additional

capital investment is involved or if there are possibilities of early ob-
solescence or uncertainties regarding maintenance and production costs,
prices and future Govermment requirements., Justification may be based on
smaller anticipated savings if little or no capital investment is involved,
if chances for obsolescence are minimal, and if reliable information is
available concerning production costs, commerclal prices and Government
requirements. While no precise standard is prescribed in view of these
varying circumstances a '"new start" ordinarily should not be appréved
unless costs of a Government activity will be at least 10 percent less than
costs of obtaining the product or service from commercial sources. It is

emphasized that 10 percent is not intended to be a fixed figure.

A decision to reject a proposed '"new start" for comparative
cost reasons, should be reconsidered if actual bids or proposals indicate

(No. A-76)
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(‘\, - that commercial prices will be higher than were estimated in the cost
. comparison study, : '

(4) When a "new stargn begins to operate 1t should be ineluded
in an agencyts inventory of commercial and industrial activities,

C, .Existing Government activities,

(1) A systematic review of existing commercial or industrial
activities (including previously approved "new starts" which have been in
Opération for at least 18 months) should be maintained in each agency under
the direction of the agency head or the person designated by him as provided
in paragraph 8, The agency head or his designee Mmay exempt designated
activities if he decides that such reviews are not warranted in specific
instances, Activities not so exempted should be reviewed at least once
before June 30, 1968, More frequent reviews of selected activities should

SR,

~accordance with the provisions of this Circular. Reviews should include
information concerning availability from commercial sources of products or
services involved and feasibility of using commercial sources in lieu of

existing Government activities,

(3) an activity should be continued for reasons of comparative
costs only if a comparative cost analysis indicates that savings resulting
from continuation of the activity are at least sufficient to outweigh the
disadvantages of Government commercial and industrial activities, No

. Specific standard or'guideline_is prescribed for deciding whether savings
are sufficient to Justify continuation of an existing Government commercial -
activity and each activity should be evaluated on the basis of the appli-
cable circumstances, : .

(4) A report of each revicw should be prepared. A decision to
continue an activity should be approved by an assistant secretary or
official of equivalent rank and the basis for the decision should appear in
the 1nventory record for the activity, Activities not so approved’ should
be discontinued, Reasonable adjustments in the timing of such actions may
be made, however, in order to alleviate economic dislocations and personal
hardships -to affected career personnel, :

- 8. Im lementation, Each agency is responstble for'making the provisions
' of this Circular effective by issuing appropriate implementing instructions
and by Providing adequate management support and procedures for review and
followup to assure that the instructions are Placed in effect, A copy of

¢
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Q-!» - the implementing instructions issued by cach agency will be furnished to
‘ the Bureau of the Budget. :

1f overall responsibility for these actions is delegated by the agency
head, it should be assigned to a senior official reporting directly to the

agency head. - . :

I1f legislation is needed in order to carry out the purposes of this
Circular, agencies should prepare necessary legislative proposals for re-
view in accordance with Bureau of the Budget Circular No. A-19. ‘ '

'9, Effective date, This Circular is effective on Octobérrz, 1967.

o " PHILLIP S. HUGHES
- ' ‘Acting Directorxr

" (NO. A."'76)
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SUMMARY OF CHANGES IN BURLAU OF.THE BUDGET CIRCULAR NO. A-76.
AS REVISED AUGUST 1967

Paragraph 3 - Definitions

3.a. The definition for a "new start" has been Split as between (a) a

newly established Government commercial or industrial activity and (b)
a reactivation, expansion, modernization, or replacement of an activity.’

~ These separate definitions have been provided so that different dollar

limitations on capital investment and annual cost of production may be
applied. There is no change in the dollar limitations applicable to. newly
established Government commercial or industrial activities. But the dollar.
limitations have been doubled for the category of '"'new starts" that are a
reactivation, .expansion, modernization, or replacement of an activity.

The change is necessary in order to avoid applying the '"new start! pro-
cedures to routine adjustments for handling existing workload. For example, -
the replacement of a single machine tool at a shipyard may easily add

capital cost of more than $25,000, or the addition of only 10 employees at
relatively low grades would add more than $50,000 per year to production
cost. This type of change occurs several times a year at a large facility
and, under the terms of the earlier Circular A-76, each such change would
have to be treated as a "new start" with a detailed cost study and a
special approval.

é;h' The definition of a Government commercial or industrial activity
has been clarified. The earlier Circular, by definition, excluded a °
Government -owned-contractor-operated activity but the wording was not
entirely clear. The change made clarifies the fact that a Govermment-
owned-contractor-operated activity is not to be regarded as a Government

~commercial or industrial activity for purposes of the Circular.

-
[

Paragraph 4 - Scope

4.c. The words "professional staff" that were contained in the earlier
Circular have been eliminated. Paragraph 4.c. is intended to exempt various
kinds of -staff advisory services which are so intimately related to the '
processes of top management and control of Government programs that the
general provisions of A-76 favoring reliance upon commercial sources should
not be applicable. The term 'professional staff! was so broad that it could
be interpreted to apply to a large variety of services which are commercially

available and which are not necessarily related intimately to top management

and control of Government programs. The change will clarify the, meaning of

this suBparagraph.

.

Paragraph 6 - Cost comparisons

A change is made in the third unnumbered paragraph to make clear that 1if
there is reason to believe savings can be .realized by the Govermment pro-
viding for its own needs, cost comparison studies should be made before

(No. A-76)
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deciding to rely upon a commercial source, However, the changed wording
also makes it clear that cost studies will not be required 1f in-house
provision of the product or service, or commercial procurement thereof,
is clearly justified in accordance with other provisions of the Circular.

A new unnumbered paragraph has been added to provide guidelines for apply-
ing provisions of the Circular to purchase vs lease of equipment, and to

construction of buildings vs acquisition under lease-construction arrange-
ments. The paragraph requires a determination of the difference in costs

under the alternatives, and application of the principles set forth in

the Circular in making judgments in these areas. -

6.a. A sentence has been added providing that if discontinuance of a

Government commercial or industrial activity will result in premature re-
tirement of Government employees, and will cause a significant increase.
in retirement costs to the Government, such increased costs should be

.. added to the cost of procurement from commercial sources.

6.b. This is a new subparagraph. It provides that costs which would tend
to be the same for both Government and industry need not be measured and
included in comparative cost analyses (for example, bid and award costs

and operating costs under lease-purchase alternatives). The change is made
in the interest of economy and simplicity in making cost comparisons. ’

6.c. (Paragraph 6.b. in the earlier Circular). A sentence has been added -
to clarify the fact that the incremental method of costing is to be em=-
ployed and to emphasize the importance of a realistic recognition of all

such additional or incremental costs.

6.c.(l). (Paragraph 6.b.(1l) in the earlier Circular). Some additional

wording has been added to clarify, in contiection with personal services

and benefits, that the full cost to the Government of retirement systems
should be included. .. '

6.c.(6). (Paragraph 6.b.(6) in the earlier Circular). A sentence has been
added to make clear that appropriate recognition should be given to esti-
mated residual or salvage value of facilities or equipment in computing
depreciation. ‘ o

6.c.(7). (Paragraph 6.b.(7) in the earlier Circular). This paragraph has
been rewritten to provide that the computation of interest for any new or
additional capital to be invested will be based upon the average rate of
yleld for long-term Treasury bonds as shown in the current monthly

Treasury Bulletin. Also, the method of computation suggested would ‘provide
for reduction in the capital investment to which interest is-appligd as the

(No. A-76)
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asset i{s depreciated. The purpose of the change is to clarify the rate
and source of interest to be charged and to provide guidance as to the
principal to which it is to be applied. The suggested rate is a readily
available measure of the current cost of money to the Government and the

. provision for reducing the balance to which interest is applied is con-

sidered reasonable because the interest cost should not go on indefinitely,

6.c.(8). (Paragraph 6.b.(8) in the earlier Circular). A change in word-
ing has been made to clarify that Government costs should include any

additional indirect costs incurred for such activities as management and
supervision, budgeting, accounting, personnel, legal and other applicable
services., : ‘ . } '

z 4
2

.. Paragraph 7 - Administering the policy

7.b.(3). 1In the past there has been some misunderstanding about the cost
differential in favor of private enterprise due to unccrtainties relating
to Government production costs, equipment obsolescence, and other factors,

- Including the amount of capital investment involved. A sentence has been

added to clarify the fact that the ten percent cost differential in favor
of private enterprise, mentioned in this subparagraph, 1is not intended to
be a fixed figure. The differential may be more or less than ten. percent,
depending upon the circumstances in each individual case.

Paragraph 8 - 1Implementation

A sentence has been added requiring agencies to furnish the Bureau of the
Budget with a copy of their implementing instructions.

(No. A-76)
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